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In early September, President Carlos Saul Menem announced measures to minimize the impact of
the world financial crisis on Argentina. Despite the administration's downward growth revision,
critics say the proposed 1999 Budget is still overly optimistic. On Sept. 1, Menem said the Argentine
peso would not be devalued and he ordered the administration to come up with a plan to freeze
discretionary public spending.
"Today I have given absolutely clear orders to freeze public spending," Menem said in the province
of Misiones. "I will take very tough measures to ensure the effects of the crisis do not come down
hard on our economy. The political cost is not important when it comes to the economy and the
well-being of the people."
The spending freeze followed a government decision in June to cut US$1 billion from this year's
budget and to suspend a highway-expansion plan that would have built more than 11,000 km of new
roads. The budget was already constrained by a commitment to maintain a maximum deficit of US
$3.5 billion for 1998 under the terms of a three-year US$2.8 billion loan approved this year by the
International Monetary Fund (IMF).
The current financial-market crisis has pushed interest rates higher, causing a contraction in credit
that is expected to slow growth, in turn reducing tax receipts. Still, government economists dismiss a
possible recession. Earlier, Economy Minister Roque Fernandez said, thanks to the administration's
steps to head off the widening financial crisis, the economy "can withstand an earthquake." He
added that "in no case will there be a recession in Argentina."
By mid-September, however, the Economy Ministry had revised the GDP growth projection for the
year from 5.8% to 5.3%. And ministry officials privately admit that Argentina is vulnerable to any
deepening of the crisis in Brazil in the next several months, since 30% of Argentina's exports go to
Brazil. They say they expect the Brazilian economy to slow further in the coming months, forcing
Brazilian officials to keep interest rates high, raise taxes, and reduce spending.

More cuts for next year
On Sept. 11, Economy Minister Roque Fernandez signed the budget proposal for 1999. It projects a
2% increase in spending based on increased tax receipts generated by a 4.8% annual growth rate,
more than double what most Wall Street economists expect. Fernandez said tax revenues would
increase by 6.3% and the global budget deficit would fall to US$3.6 billion, or 1% of GDP. Cuts in the
budget continue the earlier commitments to trim spending and suspend public-works projects.
The 1999 plan also ratifies the wage freeze in the public sector. Administration spokesperson Jorge
Rodriguez said additional cuts are not anticipated. Economists said the analysis for the proposed
budget is too optimistic, and the government will have trouble meeting its tight budget deficit
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forecast. Former Central Bank president Rodolfo Rossi and Banco Quilmes economist Pedro Rabassa
agreed that Fernandez was painting an overly rosy picture. "I don't think Argentina will grow by
more than 2.5% to 3% next year in the best of cases," said Rossi.
Critics say Fernandez has often cited overly optimistic growth and income figures in his budgets and
then cut spending to meet his deficit target. Economists are divided about whether he will be able
to do the same this time. "It will undoubtedly be difficult," said Rabassa. "Spending that remains,
like social security, is hard to cut further." Nevertheless, the new budget will take a bigger bite from
Argentina's already impoverished social services, which will lose US$300 million. Health will lose
2.4%, Education and Culture will lose 1%, Science and Technology will lose 3%, and Housing, 7.4%.
Deputy Education Minister Manuel Garcia Sola angrily complained about his department's loss
of US$180 million. State school teachers in Argentina are paid as little as US$400 a month. "Fiscal
balance is a priority, but this will slow down our school building plan and keep kids from getting off
the streets and into the education system," Garcia Sola said. Scheduled for increased funds is the
Interior Ministry, with a 5.2% increase, as well as Defense and Security, with a 4.7% increase.
Also, the Ecology and Environment Department will see a hugh 57.8% increase, going from US$78
million to US$124 million. The proposed budget calls for US$7.77 billion in interest payments on
the public debt. This amount is greater than the combined expenses for health, education, culture,
science, technology, housing and urban affairs, and potable water and sewage. Debt servicing now
takes 27% of all national tax revenues.

House passes increase in IVA
Earlier, on Sept. 10, the Chamber of Deputies passed a tax-reform bill that reincorporates some
IMF suggestions that had been taken out. The bill extends application of the 21% value-added tax
(Impuesto al Valor Agregado, IVA) to private medicine, cable television, publicity, and aircraft. The
IVA represents almost 50% of the country's total tax revenue. The deputies rejected IMF proposals
to cut IVA exemptions to news agencies, newspapers, radio, and TV. The bill is now in the Senate.
The IMF is adamant about the need to increase tax revenues. But economists and tax experts agree
the biggest problem is tax evaders. Estimates are that 40% of the IVA that should be collected is
lost through evasion, mostly by large multinational companies. The opposition was unable to push
through their proposal to drop the IVA on staple consumer goods, mostly foodstuffs, to give a more
progressive slant to the tax reform. Deputies also approved the creation of a US$750 million fund
based on a new tax for funding public education, as teachers continued 17 months of protests and
stoppages calling for a higher budget and better salaries.
Under provisions of the law creating the fund, if this amount is not reached, the state must
make up the shortfall. However, the Economy Ministry expects the president to veto this clause.
The government has already said it may not be able to guarantee collection of the full amount,
prompting harsh criticism from teachers who are threatening to step up protests (see NotiSur,
06/13/97 and 05/08/98). On Sept. 15, a bank official said the World Bank, along with the IMF and
the Inter-American Development Bank (IDB), is preparing a package of loans worth US$4.5 billion
should Argentina be unable to access capital markets. Like other emerging-market countries,
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Argentina has less access to foreign capital markets because of the current crisis set off by Russia's
default. [Sources: Agence France-Presse, 09/01/98; El Nuevo Herald (Miami), 09/02/98, 09/11/98,
09/12/98; Reuters, 09/01/98, 09/15/98; Clarin (Argentina), 09/02/98, 09/16/98; Inter Press Service,
09/10/98, 09/16/98; The New York Times, 09/16/98]
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